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Lumber Accounting
By R. W. Smith
Lumber manufacturing is the oldest industry in the United
States today. Our forefathers upon landing on these shores im
mediately began lumbering operations. That necessity of life,
shelter, had to be provided. Their operations were necessarily
crude, limited in the main to the felling of trees for the purpose of
providing logs for cabins and stockades, split shingles for roofing,
hewn boards for floors and a few articles of furniture.
The lives of every one of us are directly affected by this indus
try. This is very forcibly brought home to us when we realize
that eighty per cent of all the standing residences in the country
today are of wood. In eleven states this industry employs more
men than any other industry and in five states it provides a liveli
hood for more than half of the population. Approximately
$8,000,000,000 is invested in the industry today.
Before entering into a discussion of the various phases of the
manufacturing process it may be well to inquire into the uses
made of the raw material—wood. Wood, because it is easily
worked and handled, was the principal construction material of
the pioneers. The same qualities today make it one of our most
widely used products. We are all familiar with its uses as lumber
in construction work and as interior trim. In addition to its use
as a structural material, large quantities of wood are used for rail
road ties, pulp-wood, mine timbers, fencing, poles, veneers, cooper
age, piling, tanning, distillation, excelsior and as fuel. In addi
tion, wood is used for paving material, trunks and valises, pulleys,
professional and scientific instruments, artificial limbs, tobacco
pipes, tenpins, insulation, packing, floor-sweeping compound, fur
dressing, meat smoking, gritty soaps and many other items.
This list is by no means complete but serves only to emphasize the
diversified utilization of this natural resource. This paper is con
cerned with only one of the uses namely, the production of lumber
for common commercial uses.
Wood is composed chiefly of carbon, oxygen, and hydrogen.
When perfectly dry, about half its weight is carbon and half
oxygen and hydrogen, in almost the same proportion as in water.
It contains, also, about one part in one hundred, by weight, of
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earthy constituents and a similar amount of nitrogen. When
wood is burned, the portions of it that come from the air go back
into the air in the form of gas, while those that came from the soil
remain behind in the form of ashes.
Like all other plant material, wood has a cellular structure. It
is made up chiefly of very small tubes or cells of various kinds.
The cellular construction of wood is responsible for some of its ad
vantages as a construction material. The cell cavities allow the
outer walls to “give” so that nails and screws can be readily
driven into lumber. Over one-half of the volume of wood is
occupied by cell cavities, a quality which makes wood soft and
easily worked. The cellular structure of wood also produces the
figures which for some purposes are an important asset.
Timber is broadly classified in commercial usage as hardwoods
and softwoods. This does not refer to the relative hardness of the
wood. Lumber cut from the softwoods is sometimes harder than
the lumber cut from the hardwoods. The distinction between the
two classes of timber is based upon the leaves of the trees.
Generally speaking all broad-leaved trees are hardwoods while
all needle-leaved or coniferous trees are softwoods. Timber
again is classified as virgin and second-growth. Virgin timber is
that which grew up in a standing forest under conditions of active
competition for light and moisture. Second growth usually
refers to timber which grew up under conditions of lessened com
petition which resulted in a relatively rapid rate of growth when
compared with the rate of growth of virgin timber. The com
mercial significance of the two terms lies in the fact that virgin
growth has a finer, more even grain than second growth. How
ever, in actual practice, it is not possible positively to identify the
source from which the finished product was produced.
The organization of a lumber manufacturing company does not
differ widely from that of any other industry. In large lumbering
operations the activities of the company are not restricted to the
production of lumber alone but may also embrace the operation of
commissaries, hotels, theaters, ice plants, electric-light plants,
railroads and many other things which are necessary to provide
for the health and well-being of the employes.
Lumber manufacturing is a continuous process industry. The
raw material flows through the various operations until the
finished product, lumber, emerges ready for shipment. Manu
facturing does not consist of making any changes in the raw mate201
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rial itself but it puts the wood into a form that will be adaptable
for ready use. In recent years the mills have been utilizing the
waste material in a variety of ways so that now there are numbers
of by-products. These are merely incidental to the main opera
tions.
Timber constitutes the only raw material of the lumber manu
facturing industry. As it requires a heavy investment in logging
railroad, sawmill and other equipment to carry on manufacturing
operations it is essential that an adequate supply of timber should
be available. It is not necessary that the operator actually own
all the available timber adjacent to his mill. The investment
necessary to do that would probably prove prohibitive over the
life of the operation. It is the more common practice to obtain
control of the so-called “key” tracts whereby it is possible to
block off the adjoining timber so that for all practical purposes it
is under the operator’s control. The larger companies operating
in the south, however, do actually own in fee, or have under long
time contract, large, compact bodies of timber adjacent to their
mills.
Material records and costs have not received the attention and
study in lumber manufacturing that their importance deserves.
Practically the only material records maintained at the average
mill are the timber cruiser’s estimate of standing timber, log scale
in woods, saw-mill log scale, board measure of lumber shipped
and, of course, the periodical log and lumber inventories. With
the exception of the scale of lumber shipped these material
records are more apt to be incorrect than correct. Definitely to
establish costs, records of material used should be accurately kept
and, to establish costs of each process, scaling should be done at
more points in the manufacturing process. To do this might re
quire the employment of more men, more competent scalers, than
are now employed and the additional cost might prove prohibi
tive.
It must be borne in mind that the principal material is wood,
either in the tree, log, or as lumber. The basic points for the
material records to start is, then, with the estimate of the standing
timber. The estimate is usually made by tracts, sections or sub
divisions of sections and should be recorded in the same manner.
The accuracy of the depletion charged to operations is predi
cated upon the care and accuracy with which the timber estimate
is compiled. The estimate should be under the actual amount
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rather than over. It is always better, from a conservative stand
point, to have timber in the woods and none on the books than to
have timber on the books and none in the woods.
Logs cut in the woods must be scaled and a record made of the
amount cut in feet and the tracts from which cut. At this point I
wish to call attention to the practice of over-scaling logs in the
woods to compensate cutters and buckers for work done under
difficult conditions. The practice may seem conservative but it
readily lends itself to abuse. Logs left in the woods through over
sight or on account of defects are not usually scaled. No serious
consequences arise from this fact if the timber has been held for
any length of time, as the natural increase in growth after the
timber estimate was made offsets such a loss to some extent.
In the average sawmill lumber is not scaled until it is loaded
into cars for shipment. To obtain accurate data for costs on
particular operations there must be special scaling. Lumber
loaded for shipment is not scaled in the strict sense, the board
foot content is obtained by using the width, thickness, length and
the number of pieces. The same principle holds true in ascertain
ing the board-foot content of lumber during the manufacturing
process and in ascertaining lumber inventories.
Physical inventories are usually taken twice a year. At that
time the book inventory is corrected. The book inventory is ob
tained as follows.
Logs cut at sawmill—log scale...................................................................
Over-run.........................................................................................................

M feet
1,020
80

Total lumber produced—board measure..........................................
Lumber inventory at beginning of period.................................................

1,100
890

Lumber shipped during period...................................................................

1,990
1,210

Lumber Inventory at end of period...................................................

780

The over-run used in determining the inventory is based upon the
over-run actually obtained in prior periods.
Storekeeping procedure for mill supplies, etc., is notably lax
at most sawmills. If the stores are separated and kept under
supervision, the material-requisition system of issuing supplies is
used. The method is familiar and needs no elaboration here.
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Few mills, maintain any kind of control over merchandise in the
commissary and other related departments. This lack of control
has caused large losses to operators through carelessness in charg
ing out merchandise and through theft. An efficient control over
the merchandise of these collateral activities should be estab
lished. The conditions surrounding each individual case would
determine the method of control.
Material costs, as commonly used and understood in most
manufacturing industries, are practically non-existent in the
lumber manufacturing industry. The latter industry has only
one raw material entering into its product, wood, or the standing
timber in the forest known as stumpage. All other costs of con
verting the stumpage into lumber are classified as labor and over
head.
Labor, in the southern yellow-pine producing region, is paid on
an hourly or day-rate basis. Piece-work and other wage incentive
plans are almost wholly unknown. The one exception is in regard
to the compensation paid to log cutters and buckers. They are
paid on the basis of log scale cut and felled. Their compensation
is usually fixed at about one dollar per thousand feet. The wage
scale paid varies, of course, in each individual mill but it will
average about two dollars a day (ten hour basis) for common labor
to seven dollars a day and higher for sawyers and filers.
Payroll procedure at many mills may seem crude in comparison
with the procedure in other industries. It has two advantages.
It is simple, easily understood by foremen and other employees
and hence obviates many disputes. This advantage is of consid
erable importance when one realizes the class of workers engaged
in sawmilling. The procedure readily lends itself to distribution
of the labor charges to the proper operations.
The basis of the system is the daily time report. Each opera
tion, or group of operations, is in charge of a foreman whose duty
it is to compile the daily time report. The time report provides
spaces for the date, operation, names and occupations of men,
hours worked by each, and it must be signed by the foreman. All
disputes as to hours worked must be settled with that particular
employee’s foreman. To prevent such disputes one mill has
adopted the practice of making out the daily time reports in
duplicate and placing the duplicate copies in conspicuous places
about the mill. The employees can ascertain from these copies
if their time has been correctly reported and if not can obtain a
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correction while the matter is fresh in the minds of all concerned.
The time reports are turned in to the timekeeper at the close of
each working day. He computes the daily wage of each man and
enters it in the payroll book.
Most of the payroll books in use are bound books with the head
ings extending over both pages. Some mills use a loose-leaf book
which provides space on each page for five or six names, using the
account form. Both are operated in a similar manner. The
daily wage as shown on the time report is posted to the credit of
each man’s account. Postings are proved daily.’ A distribution
of the labor charges is made daily and is entered on a form for
accumulating the monthly totals. Monthly totals are journalized
and a credit is made to payroll account, and the proper operating
or other accounts are charged or credited as the case may be. At
the end of each month the individual employees’ accounts are
totaled, all deductions are made, and the balance is extended into
the proper columns. The net total of these columns in the pay
roll book must agree with the balance shown in the payroll ac
count in the general ledger.
In addition to recording the wages of the employees the payroll
book serves as a record of the employees’ accounts. Doctor’s
fees, board bills, cash advances, commissary cheques, and other
items are entered in it. It has even been known to record a jack
knife trade between two employees.
In states where the practice is permitted, advances to the men
usually take the form of small, metal checks of various denomina
tions which are redeemable at the commissary in merchandise.
Coupon books, containing small coupons having a value from five
cents to one dollar, are sometimes issued. The coupon books
range in value from one dollar to ten dollars. Cards are used at
some mills and are known as “punch-outs.” They range in
value from one dollar to ten dollars and are arranged with various
amounts printed close to the edge. As they are used these
amounts are punched out. The methods of handling these three
forms of advances are almost identical. The coupon books and
punch-outs must be countersigned by the timekeeper before they
are valid. Upon application by an employee one of the three
forms for the amount desired is issued and charged to the em
ployee on the payroll book. The value of those issued each day
must agree with the charges in the payroll book. Monthly totals
are posted to the credit of a commissary check or coupon account
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in the general ledger. Outstanding checks of this kind are a
direct liability until redeemed. The employees use the checks at
the company’s stores in payment for merchandise. The store
managers treat them as cash and return them daily to the office
for credit. The returned commissary checks are charged to the
commissary check account and given to the timekeeper for re
issue. Coupons and punch-outs are destroyed after being re
turned to the office. Many methods are used to account for these
three forms of advances. A record similar to a cashbook is some
times used for metal commissary checks. Coupon books and
punch-outs are controlled by use of the serial numbers printed on
their faces.
It is apparent that the payroll book must, at all times, be kept
posted up to date. Otherwise the company will advance to the
employee more than he has earned, with the result that the em
ployee has a debit balance in the payroll book. Such balances
are known as “payroll overdrafts” and experience has shown that
they are exceedingly difficult to collect.
The lumber manufacturing industry has no problems of labor
costs to solve. Labor costs are readily charged to each operation.
The production of each operation is known or easily ascertainable.
The labor costs are ascertained from them and are expressed in a
cost per thousand feet.
Overhead and its distribution does not present a problem in
lumber manufacturing, as it does in some other industries.
Items composing the overhead charges, such as supplies, repairs,
etc., which can be allocated to the operations where they are used
are so distributed on the records. Operations of the blacksmith
shop, machine shop and other maintenance departments are kept
separate from the manufacturing departments. Work performed
for the operating departments is charged to them and credited to
the proper maintenance department. The cost of operating
other subsidiary activities are generally charged to the operations
using their services, on the basis of footage handled. The general
factory overhead, including the mill manager’s salary, factory office
salaries and expenses, taxes, insurance and the like, are not dis
tributed to the various operations. They are considered as only
adding a certain amount per thousand feet to the cost of the lumber.
In discussing material, labor and overhead, in the lumber in
dustry it must be remembered that the information it is desired
to obtain is the cost of producing a board foot of lumber, or as it is
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generally stated, a cost per thousand feet. If this is borne in
mind a large portion of the difficulties encountered in the cost
records of a lumber company will vanish.
Lumber manufacturing is a natural resource industry. In
common with mining, oil and gas, and other industries exploiting
natural resources it is necessary for the Company to deplete its
natural resources each year as they are used. This is done by a
depletion charge based upon the estimated quantity of the timber
owned, the cost and the quantity used during a given year.
Timber may be acquired in three ways, i. e., purchase of the
timber land in fee, purchase of the timber rights only, or by the
purchase of logs. Depletion is only concerned with fee purchases
and contract timber rights. The cost of each timber tract is
known at the time of purchase. By means of a timber cruise the
quantity of timber on the tract is known within reasonable limits.
The quantity cut each year is readily obtained from the log or
sawmill cutting records. Before computing depletion, carrying
charges should be included as a part of the cost of the timber if the
practice of the company has been to capitalize such charges.
The value of the land acquired in fee purchases should be deducted
from the cost of the timber.
With these facts determined the depletion charge is based upon
the average cost of all the stumpage owned multiplied by the
number of feet cut during the year. The following table illus
trates the method of computing the depletion charge:
Timber

Total
Purchases
cost
John Jones in fee............. .. $ 8,000
Mary Brown in fee..........
12,500
John Smith contract........
9,000
John Doe contract............
1,000
A. B. Timber Co. in fee...
110,000

M feet
2,000
7,500
3,500
500
22,000

Amount
$ 7,840
12,180
9,000
1,000
109,000

Total purchases........ .. $140,500

35,500

$139,020

Land
Average
Average
per
per
M feet Acres Amount
acre
3.92
160 $ 160
1.00
1.624
320
320
1.00
2.571
2.00
4.955 1,000
1,000
1.00

3.916

1,480

$1,480

1.00

From this table it will be observed that the average cost of the
timber owned was $3,916 per thousand feet. If the logs cut in the
woods during the year was 10,000 M feet, the depletion charge for
that year would be $39,160.
Some operators desire to deplete their timber holdings by in
dividual tracts instead of by total holdings. Assuming then, that
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the cut of 10,000 M feet was all from the tract purchased from the
A. B. Timber Company, the depletion charge would have been
$49,550.
Depreciation offers no more of a problem in lumber manufac
turing than in any other industry. Two methods are in common
use, straight-line and production. The straight-line method
is only used when the particular mill has an abnormally large
supply of timber available for cutting—what amounts to a per
petual cut—or when the mill purchases its supply of logs on the
market. The method is thoroughly familiar to all accountants.
The production method of computing depreciation is some
times known as depreciation by the available supply. The
theory underlying this method of depreciation is that the plant in
vestment should be absorbed into operations in the same propor
tion as the timber to be manufactured by that plant is exhausted.
The operation of the method is comparatively simple. The
quantity of timber to be manufactured by the plant is known. It
is the same quantity as that used for depletion purposes. The
cost to manufacture this timber is known. From the cost should,
however, be deducted the salvage value of the plant at the expira
tion of its useful life. A rate per thousand feet is then ascertained
by dividing the depreciable value of the plant by the quantity of
timber to be cut. This rate applied to the timber cut during the
year results in the annual charge for depreciation. Assuming
that the quantity of timber to be cut is that given in the illustra
tion for depletion, that timber cut during the year was 10,000 M
feet, and that the plant cost $175,000 with a salvage value of
10 per cent, the depreciation would be calculated as follows:
Cost of plant......................................................................................
Less—salvage value—10%.............................................................

$175,000.00
17,500.00

Depreciable value.....................................................................

$157,500.00

Available timber supply—M feet..................................................

35,500

Rate of depreciation—per M feet..................................................

$

4.437

Saw-mill cut—M feet.......................................................................

10,000

Depreciation for year.......................................................................

$ 44,370.00

In computing the quantity of timber to be manufactured by the
mill the operator is not necessarily limited to the timber owned or
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controlled by himself. The supply of timber available to his mill
which can be purchased should be considered.
Logs purchased during the year should be added to the avail
able timber supply before computing depreciation. The logs
will be manufactured by the mill; hence they increase the quan
tity of timber to be manufactured. Log purchases have the same
effect on the depreciation rate as if additional timber had been
purchased.
Those physical properties used in lumber manufacturing that
have a shorter life than the expected life of the mill operations are
depreciated separately at appropriate rates.
Logging spur construction demands a different method of com
puting depreciation. Logging spurs are temporary railroad
tracks laid to facilitate the logging of certain tracts of timber.
Their usefulness is limited to the time necessary to log those
tracts. Their depreciation is, therefore, computed upon the basis
of the expected quantity of timber to be hauled over each spur.
The estimated quantity to be hauled is divided into the cost of the
spur and the rate obtained is applied to the footage hauled, to as
certain the depreciation charge. The steel rails employed in
their construction should not be depreciated in this manner as
they are picked up and used again and again. Their cost should
be included in the computation of depreciation for the entire
plant.
The useful life of most sawmills is limited to the time necessary
to cut and manufacture their available timber. This time is
usually much shorter than the efficient operating life of the plant.
Major renewals of plant equipment are, therefore, seldom en
countered. If, however, they become necessary, the plant cost is
adjusted on the basis of the cost of the new equipment. Main
tenance is charged direct to operations. The short life of the
plant precludes any other treatment. Maintenance of machinery
and equipment in lumber manufacturing does not appreciably in
crease their life. At the most they only maintain their present
operating efficiency.
Lumber is always sold by the mills in car load lots. Less than
car load shipments are practically prohibited by the excessive
freight charges. Lumber is sold on a delivered basis—that is, the
price is quoted f.o.b. destination. The usual practice is for the
consignee to pay the freight upon the arrival of the car and to
deduct the freight from the invoice price when remitting. All mills
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require that paid freight bills accompany the remittance when
freight is deducted.
The usual trade terms are two per cent discount if paid within
ten days or net if paid within thirty days. Cash discounts are
not computed upon the face of the invoice. Freight must first be
deducted and then the discount computed. Trade discounts are
not used in the lumber industry.
The selling of lumber is highly competitive. Not only do manu
facturers of the same region compete with one another and with the
wholesaler, but there is competition in the sale of the different
species of lumber in the various producing regions.
The records necessary to record the financial transactions of
a lumber manufacturing company do not vary greatly in number,
form or content from those used in other industries. The records
which I shall enumerate may be modified or expanded to meet the
needs of each company.
The books generally used to record the financial transactions
comprise the following:
General ledger
General journal
Cash-receipts book
Cash-disbursements book
Voucher register
Sales journal
Customers’ ledger

In addition the following records are sometimes found in the
larger mills:
Detailed operating ledger
Detailed construction ledger
Log ledger
Timber ledger
Freight journal

These records are familiar to all accountants. I wish to ad
vocate the inclusion in the cash-receipts book of a column to
record the paid freight bills as they are deducted from remittances
instead of the prevailing practice of entering them in the general
journal or freight journal. A distinct saving in the time neces
sary to enter and post the freight bills is made and there is the
additional advantage of recording all the facts regarding the re
mittance in one record. The sales journal differs in some respects
from those found in other industries.
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It is impossible to give a chart of accounts that will completely
cover the requirements of each mill. The chart of accounts sub
mitted below may, however, be used as a guide in setting up the
accounts for an individual business. No attempt has been made
to index the accounts; they are given in the order of their appear
ance in the balance-sheet and profit-and-loss account:
Chart

of

Accounts

Assets
Cash on hand
Cash in banks
Notes receivable
Accounts receivable—customers’
Accounts receivable—miscellaneous
Inventories:
Logs
Lumber
Lath
Merchandise
Supplies
Prepaid expenses:
Insurance
Interest
Taxes
Supplies
Sinking-fund accounts
Investments—not U. S. government obligations or other securities that may be
classified as current
Physical properties:
Timber
Timber land
Sawmills, logging railroad and equipment
Miscellaneous equipment
Deferred charges:
Bond discount
Other deferred charges to operations
Liabilities
Notes payable
Accounts payable—trade creditors
Accounts payable—miscellaneous
Accrued expenses:
Wages
Interest
Taxes
Federal income taxes
Mortgages payable
Bond issues
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Valuation reserves:
Bad debts
Estimated freight outstanding
Depletion of timber
Depreciation
Capital stock
Surplus
Operating Accounts

Company timber cut
Log purchases in woods
Log-cutting labor—company
Log-cutting supplies—company
Log-cutting—contract
Log-haul labor—company
Log-haul supplies—company
Log-haul—contract
Log-loading labor
Log-loading supplies
Spur track amortization
Railroad transportation—labor
Railroad transportation—supplies
Railroad transportation—maintenance and repairs
Logging general expense:
Woods foreman
Scaling—labor
Scaling—supplies
Woods camp expense
Woods barn expense
Depreciation—logging equipment
Road building
Miscellaneous
Logs sold—credit
Logs used—credit
Pond labor
Pond supplies
Sawmill labor
Sawmill supplies
Green-sorter labor
Green-sorter supplies
Kiln-loading labor
Kiln-loading supplies
Dry-kiln labor
Dry-kiln supplies
Dry-sorter or cooling-shed labor
Dry-sorter or cooling-shed supplies
Rough-shed labor
Rough-shed supplies
Yard labor
Yard supplies
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Planer send-in—labor
Planer send-in—supplies
Planing mill—labor
Planing mill—supplies
Dressed-shed labor
Dressed-shed supplies
Sizer and timber dock labor
Sizer and timber dock supplies
Shipping labor
Shipping supplies
Lumber purchases
Lumber used—credit
Mill general expenses:
Superintendence
Office salaries
Office supplies and expense
Barn expense
Boiler and power-house labor
Boiler and power-house supplies
Depreciation
Insurance
Taxes
Miscellaneous
Lath-Mill labor
Lath-Mill supplies
Lath-Mill depreciation
Lumber sales
Lath sales
Subsidiary departments:
Commissary sales
Commissary purchases
Commissary expenses
All others
General and administrative expenses:
Officers’ salaries
Office salaries
Office supplies
Stationery and printing
Telephone and telegraph
Postage
Taxes
Insurance
Legal and professional
Depreciation
Miscellaneous
Selling expenses:
Salesmen’s salaries
Salesmen’s expenses
Advertising
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Commissions
Collection expense
Telephone and telegraph
Postage
Depreciation
Miscellaneous
Miscellaneous income:
Interest received
Discount received
Other
Miscellaneous charges:
Interest paid
Discount allowed
Other
Provision for federal income taxes

This chart of accounts does not set out in any great detail the
various balance-sheet accounts. The accounts found on lumber
ing manufacturing companies’ books vary greatly, as they are
adapted to the peculiar needs of the individual business. Like
wise, no attempt has been made in the following pro-forma bal
ance-sheet to set forth the accounts peculiar to each company.
Only the main classifications, with some of the more ordinary
detail, are set forth. The accountant well versed in the technique
of his profession will readily classify the others.
A. B. Lumber Company
Kansas City, Missouri
Balance-sheet as at December 31, 1930

Assets
Current assets:
Cash on hand and in banks..............................
$
Notes receivable.................................................
Accounts receivable—customers’—less re
serve for estimated freight and bad debts. . .
Accounts receivable—miscellaneous................
Inventories:
Logs, lumber and lath.................................... $
Merchandise....................................................
Supplies............................................................
.................... ...................

Total current assets
Prepaid expenses:
Insurance.............................................................
Interest.................................................................
Taxes....................................................................
Supplies................................................................
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Bond sinking fund..................................................
Investments.............................................................
Timber and timber lands:
Timber—less depletion......................................
Timber land.........................................................

Fixed assets:
Sawmill, logging railroad and equip
ment........
Less—reserve for depreciation.........................
Deferred charges:
Bond discount.....................................................
Other....................................................................

$--------------

Total............................................................

Liabilities
Current liabilities:
Notes payable.....................................................
Accounts payable...............................................
Accrued expenses:
Wages...............................................................
Interest.............................................................
Taxes................................................................

$

Reserve for federal income taxes.....................
Total current liabilities..............................
Mortgages payable.................................................
Bonded indebtedness.............................................
Capital stock:
Preferred..............................................................
Common...............................................................

Surplus:
Earned surplus....................................................
Surplus from appreciation.................................
Contingent liabilities.............................................
Total.........................................................

The balance-sheet of a lumber manufacturing company does
not differ enough from the balance-sheets of companies engaged
in other industries to warrant any special comment.
Although the chart of accounts which has been given sets out in
some detail the operating accounts, the following pro-forma profitand-loss account has, for the sake of brevity, omitted some of
them. It will also be noted that the profit-and-loss account has
been divided into a cost of production statement and the profit215
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and-loss account proper. This tends to clarify the statements in
the minds of those who are not familiar with the industry.
Cost

of

Production

For the year ended December 31, 1930
Average
per M
feet

M feet
Amount
Company timber cut..................................
Log purchases.............................................
Log cutting..................................................
Loginventoryin woods at January 1, 1930 --------------------------------------------Less—log inventory in woods at Decem
ber 31, 1930............................................. .................... .................... ............
Log haul.......................................................
Log loading.................................................
Spur-track amortization............................
Railroad transportation.............................
Logging general expense............................
Log inventory in pond at January 1, 1930

Less:
Logs sold..................................................
Logs used..............................................
Log inventory in pond at December 31
1930......................................................

Cost of logs to sawmill—log scale. .
Over-run on basis of board measure..........

Cost of logs to sawmill—board
measure....................................
Pond.............................................................
Sawmill........................................................
Green sorter.................................................
Kiln loading.................................................
Dry kiln.......................................................
Dry sorter....................................................
Rough shed..................................................
Yard.............................................................
Planer send-in.............................................
Planing mill.................................................
Dressed shed...............................................
Sizer and timber dock..............................
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Shipping.......................................................
Mill general expenses.................................
Total cost of production................

----

----- -

Profit-and-Loss Account

For the year ended December 31, 1930

Amount

M feet

Lumber sales................................................
Cost of sales:
Cost of production.................................
- Lumber purchases.................................
Lumber inventory at January 1, 1930. .
Less:
Lumber used...........................................
Lumber inventory at December 31,
1930..................................................

Total cost of sales..........................
Gross profit......................................
Subsidiary department earnings:
Lath mill..............................................
Commissary........................................
Other........................................................
Gross profit from lumber opera
tions..........................................
Selling expenses..........................................
General and administrative expenses ....

Net operating income....................
Miscellaneous Income................................

Gross income
Miscellaneous charges................................
Net income before federal income
taxes.........................................
Provision for federal income tax................
Net income.......................................
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One who is accustomed to preparing profit-and-loss statements
will recognize that there are no departures from the accepted prac
tice in the two statements submitted. The relationships of the
accounts contained therein have been previously established and
the relation of the statements to each other is self-evident. The
reason for the inclusion of the columns headed “M feet” and
"Average per M feet” should be explained.
Cost accounting has not been established in the lumber indus
try to the same extent as in others. The cost records are a part
of the financial records. The operator is interested only in
ascertaining the cost of producing a thousand feet of lumber.
As lumber manufacturing is a continuous process, dealing with
only one raw material, having a substantially accurate record of
the quantities of that material consumed and accurate records of
the quantity of finished product, the present method of keeping
the records gives a fairly accurate cost for each thousand feet of
lumber produced. As all grades and sizes come from the same
raw material and go through the same manufacturing processes
it is evident that the cost of producing a thousand feet of lumber
is the same regardless of grade or size. A difference in cost arises,
however, between rough and dressed lumber and between air
dried and kiln-dried stock. As a practical matter, with the
exception of that prevailing between rough and dressed lumber,
any difference in cost due to degree of manufacture is ignored.
Several items found in a lumber manufacturing company’s
balance-sheet and profit-and-loss account do, from the professional
accountant’s viewpoint, call for some comment.
Freight bills outstanding at the date of an audit should always
be deducted from the accounts receivable outstanding. It is
evident that the mill will not collect the gross invoice price at
which its accounts receivable are carried. Freight bills outstand
ing must be deducted in order correctly to state the accounts
receivable.
Most mills make provision in their sales journal for the record
ing of freight bills. Based on actual freight rates but on esti
mated weight, they record the approximate freight that will be
deducted from each car. As the paid freight bills are returned by
customers, the actual freight is entered in the same record. By a
perusal of this record the cars on which freight bills have not yet
been received and the estimated freight may be quickly ascer
tained. The cars may be quickly checked by comparing them
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with the open cars as shown by individual accounts in the accounts-receivable ledger.
The same procedure is applicable to creditors’ accounts when
they were incurred for lumber purchased on a delivered basis.
The valuation of log and lumber inventories is probably the
most difficult problem which confronts the auditor. The basic
principle, cost or market, whichever is lower, applies. The
difficulty is in applying the principle.
Logs, in the south especially, have no market value except as
they can be used at a particular mill. They are susceptible to
sale, as a rule, to only one mill. Transportation costs preclude
any other disposition. The prevailing practice is to inventory
them at the average cost of production, including stumpage.
Average cost of production as used here means all expenses in
curred in putting the logs at their various locations. Stumpage
should be included as a part of the cost only if depletion has been
based on woods scale. If sawmill log scale has been used for
depletion, any costs incurred on logs which are on hand are to be
treated as prepaid expenses. The distinction is that in the first
case stumpage charged to operations includes that contained in
the log inventories; in the latter case the stumpage charged to
operations does not include any part of that contained in the log
inventories.
The valuation of lumber inventories is not so simple. Average
cost may be readily obtained but market value is often difficult to
determine. Companies publish price lists, but they are only in
dicative of the market price. Actual sales are made at prices which
vary considerably from the published list. Average price, or
realization, obtained by the mill for the last month of the period
may be used, but it is not a criterion of the market. Prices of
lumber within each grade have a wide spread in value, so that
heavy shipments of a high-priced item may increase the average
realization. At the same time it tends to deplete the inventory
of such items with a consequent decrease in the value of the inven
tory. If the situation be reversed the inventory is then increased
in value. An allocated cost, based upon average realization
for each grade, may be used. It, like the others, is subject to
attack upon various grounds. No hard and fast rule may be
formulated and applied. The auditor must use his own judg
ment based upon the facts and information available in each
case.
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Not enough attention is paid to the scale records of a lumber
manufacturing company by most auditors. They should be
examined and scrutinized as carefully as the financial accounts,
for upon their accuracy depends the accuracy of the financial
accounts.
The audit procedure relating to the various other accounts does
not differ from that used in other industries.
Lumber manufacturing in the United States is a waning indus
try. This is especially true of the South. The people of the
United States have been prodigal in their treatment of the timber
resources of the country. The original wooded area of this
country was approximately 822,000,000 acres, or about one-half
of the total area. The estimated original stand of timber was
5,200 billion board feet (probably very low). Of the tremendous
original stand, less than half, or 2,215 billion board feet, still
remains. Of this, some 1,755 billion feet is softwoods and 460
billion feet hardwoods. Approximately 23 per cent is in the south
and the Pacific coast has approximately 52 per cent.
We still have a large supply of timber. However, standing
timber in the United States is being cut or destroyed more than
four times as fast as new timber is growing. That of saw timber
size is being cut and destroyed by fire, insects and disease at the
rate of 56 billion board feet a year, more than five and one-half
times the growth of such material. It is evident that we are
rapidly depleting our forests. Persons who would like to know
the full extent and effect of our present policies of forest exploita
tion are referred to Timber Depletion, Lumber Prices, Lumber
Exports and Concentration of Timber Ownership, prepared by the
forest service of the United States government.
The depletion of our forests has given rise to concern from
early Colonial times. The sentiment for forest protection has
been strong. In 1640, Exeter, New Hampshire, sought to regu
late the cutting of oak, and in 1682 Pennsylvania provided that
the grantee must keep one-sixth part of the land granted in forest.
In 1701 there were forty sawmills in the province of New York,
and referring to one equipped with twelve saws, the governor re
marked, “A few such mills will quickly destroy all the woods
in the province at a reasonable distance from them.”
Lumber manufacturing has followed the timber and in so doing
has migrated slowly westward. New England was the scene of
our first lumbering operations on a large scale. New York fol220
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lowed and was the leading lumber producing state in 1850. It
was succeeded in 1870 by Pennsylvania. The lake states reached
the height of their production in 1892. Southern lumber opera
tions began in the seventies and reached its maximum in 1909.
Now the scene has shifted to the Pacific coast where are our last
stands of virgin timber.
The original southern pine forests had a stand of timber close
to 650 billion feet. In 1920 the remaining stand was estimated at
139 billion feet, or slightly over one-fifth of the original stand.
Four-fifths of the original yellow pine forests were cut in the
period from 1870 to 1920. The annual drain on our southern
forests has been estimated at approximately 16 billion feet of
timber every year. The annual growth has been estimated at 3
billion feet. After allowing for errors in the figures it is evident
that the remaining timber stand will rapidly disappear.
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